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The Significant Positionfof Petroleum 
in World War II 


WALTER H. VosKumn 


Illinois State Geological Survey 


HE IMPORTANCE of petroleum 

I to a nation is not to be 

gauged solely by the demand 
for gasoline, for fuel oils, or for 
lubricants. Its importance may be 
measured by critical needs, special 
functions, and irreplaceable services 
more significantly than by quantity 
9f consumption alone. Oil and its 
products are critical in national 
economy according to the economic 
and political characteristics of the 
qation under consideration. In the 
United States their dominant use 
is for automobile transportation; 
second in quantitative importance is 
the use of fuel oil for heating. In 
the nations of Europe, and in the 
Far East, the use of gasoline for 
wutomobile transportation is of only 
secondary importance. Even before 
he outbreak of the present war, the 
ises of oil for military and indus- 
rial purposes, for bunker purposes, 
for truck transportation, and for 
marine needs were of primary im- 
portance. In Norway there was a 
lose relationship between gasoline 
supply and food supply, for fishing 
yessels, powered by internal-com- 
stion engines, supplied food from 
he sea. 

The World War has brought into 
harp relief the significance of oil 
n military operations. In this mech- 
nized war, oil and its products 
ubricate the machinery of arma- 
nent production, propel naval ves- 


sels in surface, submarine, and 
aerial operations, operate the line- 
smashing tanks and the airplanes 
that guide them, and, behind the 
lines, oil furnishes the transporta- 
tion power that brings up the vast 
quantities of material. 

In considering the strategic im- 
portance of oil in the present strug- 
gle, three elements in the world oil 
picture merit the closest attention. 
These are: the function of oil in 
an industrial economy; the geo- 
graphical location of oil with re- 
spect to points of industrial concen- 
tration; and the nature of the 
political units now at war. 

In considering the first element, 
the function of oil in the present 
industrial economy, including the 
competition of war, it should be 
pointed out that petroleum is a late- 
comer on the industrial scene. Steel 
was firmly established as the raw 
material of industry, and coal as the 
fuel of industry and transportation, 
when oil came into use as an indus- 
trial fuel. The arrival of oil prod- 
ucts increased the tempo of indus- 
trial operation and transportation 
services in peacetime production. In 
war the use of oil is the founda- 
tion of mechanized warfare on land, 
on the sea, under the sea, and in 
the air. But let it not be forgotten 
or overlooked that behind the tanks, 
the naval craft, the bombers, and 
the motorized infantry is a coal- 
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powered industrial machine shaping 
the materials of war and sustaining 
the oil-driven units on the fighting 
line. At the verge of the outbreak 
of this war, for the latest year of 
available data the European con- 
sumption of energy from coal was 
nine times that of energy from oil. 
In this struggle, coal is to oil what 
the back of the sword is to the cut- 
ting edge. Ojil-driven tanks, air- 
planes, submarines, and destroyers 
cut through the enemy lines on the 
battle front. The solid back of a 
coal- powered industrial economy 
gives strength and firmness to the 
cutting edge. 

The second element to be con- 
sidered in evaluating petroleum as a 
strategic material of World War 
II is that of location. Despite the 
wide distribution of oil production 
in 26 countries, and on all con- 
tinents except Australia, most of the 
production centers in six districts 
or regions. These six districts and 
their approximate 1939 production 
are as follows: Mile oF 


1. North America (U. S., barrels 
Mexico, & Canada).. Stee 


2. South America Aaa eee 

SMES! Sale tetera ice 220 
4. The Middle East........ 118 
5, UNaxe IRENE IDEIGE So An odooos Wi. 
Gmmtntimanian. ..eeeeiemenicn 47 


In examining this table it will be 
found that nearly 80 per cent comes 
from the Americas and that western 
Europe is not among the major 
producers. The Far Eastern out- 
put, for which Japan battles, is 
about half the present output of 
Illinois. The plain facts of the case, 
as shown by the statistics, are that 
all nations in western Europe drew 
heavily upon the Americas for their 


needed petroleum supplies. The 
U.S.S.R. absorbed practically all of 
its own output, leaving only the 
output of Rumania and the Middle 
East to supplement the supply com- 
ing from the Americas. 

In a Europe divided by conflict, 
the oil fields and routes of trans- 
portation offer many vulnerable 
points open to attack. The heaviest 
attack falls on the Axis powers by 
reason of the blockading power of 
the British Navy in the Atlantic 
and in the eastern Mediterranean. 
On the other hand, the Axis powers 
exercise a constant threat on the 
continued operation of refineries in 
the Middle Eastern fields. Refineries 
at Haifa in Palestine and on Bah- 
rein Island in the Persian Gulf have 
been subjected to bombardment. As 
the struggle continues, the evident 
advantage of naval strength, ade- 
quately supported by protective as 
well as combat planes, as a prime 
necessity in sea power becomes more 
clearly established. And modern 
naval power is based upon petro- 
leum—an abundance of low - cost 
petroleum. The rise of industrialism 
as the basis of military, political, 
and economic power and its con- 
comitant needs of raw materials 
from all quarters of the globe have 
made the navy a part of the ma- 
chinery of an industrialized nation. 
All nations have recognized this. 
The naval- mindedness of Great 
Britain and the United States is 
well known; Japan and _ Italy, 
though relatively poor, nevertheless 
have built up powerful fleets; 
France had a navy of no small con- 
sequence at the outbreak of the war, 
and Germany was rapidly building 
up her surface as well as sub-sea 
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aaval craft. And the modern navy 
runs on oil. In the light of these 
developments two oil-producing 
areas in the world have peculiar 
significance and deserve careful 
sonsideration—the Far East and the 
Middle East. 

Let us consider first the Far East. 
Its annual supply of oil, measured in 
erms of world output or even com- 
»ared with that of the United States, 
is not large. Nevertheless, it is 
adequate for a first class military 
and naval power, and is the only 
source of oil that Japan can possibly 
1ope to encompass within her zone 
»9f control. The overwhelming im- 
portance of this field to Japan is 
ied to Japan’s peculiar need for a 
strong navy. The main dependence 
of this island empire is, and will 
ulways be, on water transportation. 
Primary raw materials, iron ore or 
dig iron, and coking coal must be 
assembled by water transportation. 
Ither important basic commodities, 
such as cotton, phosphates, ferro- 
alloys, lead and zinc, tin, and rub- 
yer, must be assembled over the 
same routes. Even though the Jap- 
unese succeed in obtaining a foot- 
101d in China and establishing many 
9f their industries there, the needs 
9f the homeland are so extensive 
1s to make the sea the paramount 
lighway of cargo movements. 

This commercial empire, extend- 
ng over the vast reaches of the 
western Pacific, can be made secure 
mly by a strong supporting naval 
force, and for the operation of this 
1aval force the need for the Far 
Dastern oil fields is absolute. 

We turn now to a consideration 
»f the Middle East. We shall, for 
he purposes of this discussion, de- 


fine this area as including: the 
U.S.S.R. oil fields in the Caucasus; 
the iron ore and coal of the Donetz 
Basin; the oil fields of Iraq, Iran, 
and Arabia; the Black Sea, the 
eastern Mediterranean, and connect- 
ing water courses. 

Within this area lie several oil 
fields which together constitute one 
of the potentially great oil resources 
of the world. Although the re- 
serves of Iraq, Iran, and Arabia 
have been estimated at 7,000,000,000 
barrels, this figure is merely sug- 
gestive. Geological prospecting in. 
this region is far from being exten- 
sive, and a vast expansion of the 
known resources may be anticipated. 
Oil from these fields is now the fuel 
base of British and allied naval, air, 
and land operations in the Medi- 
terranean area. 

However, in viewing the role of 
the Near-East oil fields in the day- 
by-day events of the present strug- 
gle, the full industrial possibilities 
of the region, with its attendant pos- 
sibilities of military power, may 
escape attention. In the military 
operations of this area oil is of 
paramount importance. The impor- 
tance of oil rises far above even its 
wartime significance when it is con- 
sidered in conjunction with the iron 
ores of the Krivoi Rog, the coal of 
the Donetz Basin, and the ferro- 
alloy metals in Georgia and Turkey. 
Together these resources supply the 
foundation materials of a powerful 
world industrial unit. Climate, soil, 
topography, configuration of land 
and water bodies, primary fuel (coal 
and oil), iron ore, and ferro-alloy 
resources unite to make this one of 
the potential industrial power cen- 
ters of the world. Conflicting inter- 
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ests of European powers have pre- 
ented the acquisition of this region 
by any one of, the large European 
owers. This factor, and this alone, 
may have prevented the development 
here of an industrial power unit 
comparable in scope with that of the 
British iron and steel unit or that 
of the Ruhr-Lorraine region. 
Consider the possibilities of the 
physical resources of the area if 
it were under unified management. 
The coal and iron of the Donetz 
Basin are adequate in quality and 
quantity to support a major steel- 
manufacturing industry. To the 
north lie the rich Ukrainian wheat 
lands, a potentially vast market for 
industrial products. Added to this 
are the smaller but not insignificant 
markets of the Mediterranean states 
to the west and the markets of 
Turkey and the Levant to the east. 
In the midst of this area is the 
land-locked expanse of the Black 
Sea, a warm-water body which can 
safely shelter a navy against any 
possible foreign attack. For the 
operation of such a navy ample 
resources of low-cost oil are avail- 
able. In the immediate years to 
come, we must consider a powerful 
navy as an essential component of 
an industrial district or region. 
That the German leaders are fully 
aware of the potentialities of this 
region there can be no doubt. The 
importance of sea power is thor- 
oughly appreciated, and the German 
eaders realize that naval strength 
must be achieved before their posi- 
ion as a world power can be secure. 
And only in the Mediterranean and 
he Black Sea are the physical con- 
litions favorable for the develop- 
nent of a powerful German navy. 


The Baltic, aside from its closed 
winter season, is too far from sup- 
plies of petroleum; synthetic oil is 
much too costly in man-hours for 
extended naval use. The coastal 
position of the Low countries is 
vulnerable to attack. Control of the 
Black Sea and its connecting water 
courses would eventually bring with 
it control of the Mediterranean and 
Red Sea courses. Oel and Kohle, 
commenting on this area in connec- 
tion with petroleum shipments, 
states: 

“Under these circumstances naval 
control of the Mediterranean Sea 

. possesses in part a vital sig- 
genase for the oil supply of a 
number of countries. This is true not 
only of the countries bordering the 
Mediterranean, but also of a num- 
ber of countries, lying beyond the 
Straits of Gibraltar, which receive 
a part of their petroleum imports by 
way of the Mediterranean.” 

In summarizing, these are some 
of the elements that give oil so 
strategic a position in the world- 
wide conflict now raging. Atten- 
tion has been directed to two areas 
which are specifically in the fore- 
front today—the Far East and the 
Middle East. 

The former is a rather small oil 
field—with only about half the out- 
put of Illinois—but is amply suffi- 
cient for the needs of Japan in 
attempting to realize her present 
ambition to dominate the Far East- 
ern Asiatic and Australasian spheres 
and link their economic life to her 
own empire by water transporta- 
tion under ample naval protection. 

The latter area is by far the more 
significant, and is the prize which 
Russia and Great Britain are at 
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present seeking to defend against 
German attack. In this area, with 
its productive powers once effi- 
ciently mobilized under unified polit- 
ical control, would lie the key for 
the control of the Mediterranean 
highway and its adjacent lands, the 


passageway to the Far East, and a 
naval base, impregnable to attack, 
from which could be controlled the 
world’s most important highways of 
international trade. Herein lies a 
most serious threat to the democ- 
racies. 


The Transportation Problem 
in Time of War 


D. Pum LocKkiin 


Department of Economics, University of Illinois 


HE WAR and the defense activ- 
ity preceding our entry into 
. it have radically changed the 
nature of the transportation prob- 
lem. For several years, particularly 
from 1929 to 1940, there seemed to 
be an excess of transportation 
facilities. The expansion of high- 
way transportation, inland water 
transportation, pipe lines, and air 
transport that occurred after World 
War I had added greatly to the 
supply of our transportation serv- 
ices. The depression of the 1930’s 
further aggravated the situation by 
reducing the volume of goods to be 
carried. During this period public 
attention was drawn to a considera- 
tion of such problems as the wisdom 
of further public expenditures for 
waterways and highways; the al- 
leged unfairness to railroads arising 
from public provision of highways 
and waterways; excesses resulting 
from the intensity of the competi- 
tive struggle between railroads and 
other carriers; railroad financial re- 


organization; the possibilities of a 
more economical organization of the 
railroad industry through consolida- 
tion or through cooperative action 
among carriers; and, finally, various 
ways of providing immediate finan- 
cial relief to railroad companies. 
All these problems either grew out 
of the existence of an excess of 
transportation facilities or were 
intensified by this condition. 

Within a comparatively few 
months the transportation problem 
has changed; instead of being con- 
cerned with an excess of transpor- 
tation services we are alarmed by 
the possibility of a shortage. 

The problems created for the 
transportation system by war arise 
fundamentally from the unusual 
burden imposed upon it. This in- 
creased burden upon the system re- 
sults from the necessity for convey- 
ing troops and war materials and 
also from quickened industrial pro- 
duction with its accompanying in- 
crease in the demand for the trans- 


portation of basic raw materials. 
he ton-miles of freight carried by 
he American railroads in 1941 ex- 
eeded all previous records, reach- 
ing a total of 470 billion ton-miles; 
yet the proportion of total traffic 
transported by railroads was prob- 
ably less than ever before, while 
the proportion carried by other 
transportation agencies was greater. 
- The peculiar transport problems 
which arise in time of war and 
which spring from the unusual 
burden imposed upon the transport 
System are four in number: (1) the 
problem of expanding transporta- 
tion facilities where needed; (2) the 
problem of obtaining more effective 
use of existing services; (3) the 
closely related problem of reducing 
wastes in transportation which are 
tolerated during normal times; and 
(4) the problem of maintaining a 
reasonable relation between the in- 
come and the expenditures of trans- 
portation agencies. Each of these 
problems is considered below with 
special reference to railroads. 
War conditions make the expan- 
sion of transportation facilities par- 
ticularly difficult. The system of 
priorities and allocations, necessary 
in time of war, makes it difficult to 
obtain the materials necessary for 
such expansion. Already the rail- 
roads are concerned over their abil- 
ity to obtain steel for new equip- 
ment and other purposes, and users 
of motor trucks are alarmed at the 
decision to stop the production of 
nonmilitary motor vehicles. Then 
too, there is opposition by vested 
interests to the expansion of com- 
peting transportation systems. The 
emergency of war does not entirely 
silence opposition of this nature. 
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Railroads have recently fought bit- 
terly to prevent the construction of 
pipe lines for the transportation of 
crude oil, petroleum products, and 
natural gas, although these facilities 
were demanded in the name of na- 
tional defense. Nor has railroad 
opposition to the expansion of wa- 
terways ceased with the present 
emergency: It is undoubtedly true 
that many proposals for the ex- 
pansion of transportation facilities 
are urged in the name of national 
defense which cannot be justified 
on this basis. A careful weighing of 
the importance of particular proj- 
ects is necessary, but the fact re- 
mains that obstructionist tactics of 
particular groups may prevent 
needed extension of transport 
facilities. 

Still another obstacle to expansion 
of the transportation system in time 
of war is the difficulty of financing. 
Privately owned transportation units 
must either have the earnings and 
credit necessary for private financ- 
ing, or they must rely on govern- 
ment aid. In World War I, the need 
for expanding railway service at a 
time when railroad earnings were 
low and credit was poor was an 
important factor in causing the gov- 
ernment to take over the railroads. 
After this step was taken, the gov- 
ernment made such capital expendi- 
tures for railroads as seemed neces- 
sary, paying for those which were 
primarily for war purposes, and 
charging the companies for those 
which would be of permanent 
benefit to the owners. More than 
$1,100,000,000 was spent by the gov- 
ernment in capital outlays on the 
railroads in the period of Federal 
operation. 
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The second transportation prob- 
lem arising from the war is that of 
getting more services from the 
existing transportation system. This 
-is in part a substitute for expansion 
of facilities, but it is also necessary 
if industrial production is to be 
speeded up. 

Among the obstacles to a more 
effective use of facilities is con- 
gestion of traffic, particularly where 
transportation “bottlenecks” develop. 
Overcrowding at such points slows 
up the movement of traffic and im- 
pairs the efficiency with which other 
parts of the transportation system 
are utilized. In World War I, par- 
ticular difficulty was caused by a 
congestion of traffic at Atlantic ports 
which paralyzed important parts of 
the transportation system. The de- 
mands and habits of shippers impose 
other obstacles in the way of effi- 
cient utilization. Shippers are not 
willing to give up the accustomed 
privileges and services which they 
have received from the railroads, 
many of which make for inefficient 
use of equipment and unnecessarily 
long hauls. Special demands of gov- 
ernment traffic in time of war result 
in the sidetracking of trains and 
otherwise interfere with the efficient 
handling of traffic. Competitive 
rivalry among railroad companies 
sometimes prevents the handling of 
traffic over the most direct routes, 
and, in other cases, it leads to con- 
gestion on certain lines when the 
trafic might be handled expedi- 
tiously by some less congested but 
competing carrier. Unwillingness of 
railroads to turn traffic over to 
water lines, or to motor carriers, 
may also preclude the most efficient 
use of existing transportation re- 


sources. The legal right of railroads } 
to establish through routes which | 
give the originating carrier a long f 


haul results in much wasteful trans- 


portation. Likewise the right of a | 
carrier to bargain with its connec- | 


tions for a large share of the 


through rate may result in the use [ 


of uneconomical routes. Lack of 
terminal unification, resulting from 


the jealousy with which a railroad | 
protects the strategic advantages it | 


may possess over other lines in a 


particular terminal, interferes with | 


the most effective utilization of 
available facilities. 


Closely allied with the problem | 
of obtaining more effective use of | 


existing services is that of eliminat- 


ing waste in the system as a whole. | 


Many uneconomical practices in the 


transport industry result from the | 
existence of numerous independent | 


railroads competing vigorously with 


each other for the patronage of || 
shippers. Although this competition | 
promotes individual operating effi- | 
ciency, it results in much wasteful | 
duplication of services and facilities | 
and involves unnecessary expense. | 


The difficulties encountered in seek- 
ing to eliminate these wastes are 
practically identical with those met 
in attempting to obtain more ef- 
fective use of the present system. 

During World War I the govern- 
ment operated the railroads as a 
single system and introduced many 
practices which were designed to 
eliminate waste or to obtain more 
service from the existing transpor- 
tation plant. Terminals were uni- 
fied, equipment was pooled, carriers 


and locomotives were standardized | 


to some extent; competitive adver- 
tising and traffic solicitation were 


OPINION AND COMMENT 9 


given up. Traffic was carried over 
the most economical routes; pas- 
senger service was curtailed to in- 
crease freight capacity; demurrage 
rates were increased and made 
sharply progressive in order to pre- 
vent the use of freight cars for 
storage purposes; less-than-carload 
freight was accepted only on certain 
days of the week in order to pro- 
mote more efficient handling; a sys- 
tem of permits was instituted, and 
permits to ship freight were not 
issued unless the consignee was pre- 
pared to take care of shipments on 
arrival at destination. A coal-zoning 
plan was also adopted whereby 
certain areas were forced to obtain 
coal from near-by mines, thereby 
eliminating much unnecessary trans- 
portation and many crosshauls. 

The present emergency has not 
yet produced similar efforts to elim- 
inate wastes in the transportation 
business or to obtain more effective 
use of its facilities. 

A fourth problem created by the 
impact of war is that of maintaining 
railroad earnings. The first effect 
of the present defense program, 
coming as it did after a prolonged 
depression when the volume of traf- 
fic was light, was to increase greatly 
the traffic and earnings of the rail- 
roads. But war usually brings a 
chain of events that impairs railroad 
earnings. Increased operating costs, 
occasioned by increases in prices of 
fuel, materials and supplies, and by 
wage increases, narrow the spread 
between operating revenues and ex- 
penses. Fairness to the owners, and 
the necessity of maintaining rail- 
road credit, may make rate increases 
necessary. 

During World War I the govern- 


ment guaranteed the railroads the 
same annual net railway operating 
income that they had earned on the 
average in the three preceding 
years. After a 25 per cent increase 
of freight rates in 1918, the gov- 
ernment, because of the probable 
effect on the cost of living, deliber- 
ately refused to make further in- 
creases in rates. It preferred to use 
funds from the United States Treas- 
ury in making up the deficit in guar- 
anteed income rather than take any 
action which would further increase 
prices. 

Since the present defense pro- 
gram got under way, the railroads 
have been forced to increase wages. 
Passenger fares have already been 
advanced, and, at the time of writ- 
ing, a proposal to increase freight 
rates to meet the increased operat- 
ing costs is before the Interstate 
Commerce Commission. 

In World War I the government, 
as we have noted, took over the 
operation of railroads. No steps 
have been taken toward this end 
in the present emergency. The 
President has set up the Office of 
Defense Transportation to help the 
industry meet the demands which 
war will place upon it. There are 
differences between the present sit- 
uation and that which existed in 
1917 which may mean that the 
government will not find it neces- 
sary to take over the operation of 
the railroads. Among these may be 
mentioned the additional types of 
transport that were not in existence 
in 1917. Highways and motor ve- 
hicles, inland waterways and barges, 
pipe lines, and air transport are 
now available to take part of the 
load off the railroads. To be sure, 


there is less railroad equipment than 
in 1917, but cars and locomotives 
are larger, and railroads operate 
with greater speed and efficiency. 
Efforts have been made by the rail- 
road industry, furthermore, to avoid 
some of the difficulties which caused 
a breakdown of the transportation 
system in 1917. Lastly, the Inter- 
state Commerce Commission has 
certain emergency powers which it 
did not possess in 1917. These in- 
clude the power, in time of emer- 
gency, to require the pooling of cars 
and locomotives regardless of own- 
ership, the power to require the 
joint use of terminals, ‘and the 
power to establish preferences or 
priority in the shipment of freight, 
or to declare embargoes. 


On the other hand, there are 
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similarities between the situation to- | 
day and that in 1917 which may) 
lead to difficulty. The railroads are) 
not operated as a single system as} 
in 1917, but as a congeries of inde- | 
pendent railroads, big and _ little, || 
competing with each other and not | 
inclined to submerge their individual || 
rivalries, jealousies, and animosities. || 
This makes most difficult the task of | 
organizing the transportation indus- || 
try to meet the demands of war. If, || 
in the depression period, the efforts || 
of the government to bring about a | 
more economical organization of | 
the railroad industry through con- | 
solidation or through cooperative | 
action had been successful, the rail- | 


roads would be in a better position 
today to meet the emergency with- 
out drastic government interference. 


The Consumer in the Defense Era 


Janet L. WeEston* 


Department of Economics, University of Illinois 


FTER months of doubt, we are 
Aw faced with the realities 
of warfare. We are at war 

with the Axis. We are in the midst 
of preparations for total defense, 
which means that each and every 
one of us has a job which must be 
done. Ahead there lies sacrifice for 
us all. As intelligent consumers we 
should survey the situation which is 
to affect us so closely and vitally. 
Production—increased and ex- 
panded—is the keynote of the situ- 
ation, but in order to facilitate the 
productive forces the place of con- 


sumption in our economic 
must be studied. 

President Roosevelt says that it 
is not correct to apply the term 
“sacrifice” to our present effort. The 
United States does not consider it a 
sacrifice to do all that one can—to 
give one’s best to this nation when 
the nation is fighting for its exis- 
tence and its future life. But “doing 
without,” whether it is called dep- 


setup 


*Acknowledgment is made to Ange- 
lene Helleberg, Assistant in Home 
Economics, who assembled certain 
materials for use in this paper. 
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rivation, sacrifice, or by any other 
name, will be necessary for national 
defense. However, it must not en- 
danger the health or efficiency of 
the American people. 


Miss Harriet Elliott, formerly 


head of the Consumer Division in 


the Office of Price Administration, 
stresses in all her statements that, 
“Human welfare in a total defense 
program is equally important with 
guns and tanks. People who are ill 
fed, ill clothed, and ill housed are a 
liability to the nation at any time 
and in a time of emergency this is 
doubly true.” * 

Before examining the relation of 
consumption and production in a 
war economy we should have a 
clear concept of the nature of con- 
sumption. Consumption is techni- 
cally defined as the utilization of 
goods and services, but, through 
popular usage, it has become almost 
synonymous with the idea of indi- 
viduals buying in retail markets for 
their own or immediate family use. 
Buying—particularly wise buying— 
is far more complicated than it 
would appear from casual observa- 
tion. It involves selection or choice 
determination. In order to obtain 
maximum total utility from all eco- 
nomic goods possessed, the individ- 
ual is forced to balance the utilities 
of the various items. This he can 
do only by the careful selection and 
evaluation of prospective purchases. 
In addition, the consumer must con- 
sider other factors in making his 
choices—the amount of his income, 
the amount of time at his disposal, 
and his own energy, physical and 
mental. The maximum total utility 


is obviously not obtained if the in- 
dividual uses a disproportionate 
amount of energy or time in the 
acts of selection and purchase. Con- 
sumption, however, is concerned 
with more than this. What use is 
made of economic goods once they 
are in the hands of the actual con- 
sumer? How careful or how waste- 
ful is the individual? The answers 
to these questions are of vital 
importance in times of national 
emergency when productive forces 
engaged in consumer goods indus- 
tries must be greatly reduced. 

In attempting to designate the 
position of the consumer in a world 
gone mad, a world involved in mili- 
tarism and its consequent destruc- 
tion, a world emphasizing produc- 
tion and more production of war 
materials, we find a twofold re- 
lationship. First, the effect of war 
enterprise upon a normal consumer 
life, and, second, the importance of 
consumer behavior on the successful 
outcome of a program of war 
production. 

The first small warning of things 
out of the ordinary comes to the 
consumer in the form of higher 
prices. The increases are small at 
first, but become larger and larger, 
first in one field and then in another, 
until finally general inflation ceases 
to be a dreaded spectre and becomes 
a stark reality. As the war pro- 
gresses and more productive power 
is directed toward it—as economic 
efforts gradually become “all out”’— 
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the consumer finds himself in the 
final stage of the disruption of his 
normal life. He is faced with an 
actual shortage of commodities and 
finds himself becoming involved in 
the maze of red tape surrounding 
a system of rationing. 

What is inflation and why is it 
such a threat to the welfare of 
consumers? Inflation has been popu- 
larly defined as an increase in money 
or credit in circulation without a 
proportional increase in the quantity 
of goods offered for sale, the result 
usually being a sudden and general 
rise in prices. A distinction must be 
made, however, between an_ordi- 
nary rise in prices and inflation. A 
gradually increasing price level 
ushers in a period of prosperity 
with expanding employment, higher 
levels of living, and an increasing 
demand for consumer goods. Pro- 
ducers respond by turning out more 
and more goods for consumers. 

In a period of inflation, however, 
this does not happen. Instead of 
more consumer goods there are 
fewer, because producers are occu- 
pied in the creation of defense 
materials and in general have more 
of that business than they can 
handle. At the same time the pur- 
chasing power, or capacity of con- 
sumers to buy, is being increased 
by higher wages and greater em- 
ployment. In other words, if four 
of each eight hours of productive 
effort are spent on military goods, 
then consumers have eight hours’ 
wages with which to buy only four 
hours’ production. The supply of 
goods on the market is likely to be 
still further depleted by the opera- 
tions of hoarders and professional 


speculators, the latter buying at 
low prices with the intention of — 


holding to sell at future inflationary 
peaks. The natural result of this 
combination of circumstances is a 
bidding up of prices. 

Price control is not to be feared 
as undemocratic. Regulatory meas- 
ures were attempted in this country 
during World War I, but without 
much success because the cost of liv- 
ing had nearly doubled before the 
situation was recognized. In a cap- 


italistic society during normal eco- || 


nomic conditions, competition among 
producers to supply the market 
tends to drive prices down to the 
point of lowest production cost. In 
times of war emergency, this com- 
petition is temporarily suspended 
while producers devote their ener- 
gies to filling war orders. This 
automatic regulation must be re- 
placed by some form of conscious 
control, and it seems to be the duty 
of a democratic government to take 
steps toward protecting the people 
as a whole against an economic 
situation in which they are helpless, 
and also from the predatory activi- 
ties of a few profiteers. 

In addition to the lowering of 
levels of living by inflationary 
prices there is the problem of a 
reduction in the quality of consumer 
goods. The deterioration in quality 
caused by substitution of inferior 
materials and indifferent workman- 
ship is often not immediately recog- 
nized by the consumer. But this 
lowered quality nevertheless is an 
important factor in reducing levels 
of living. If, for example, shoes 
become shabby and out of shape 
before their time because of the use 
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‘of paper and other leather substi- 
tutes in their manufacture, they 
are a drain on individual income. 
They must be replaced, sooner than 
would have been normally expected, 
by another pair which may be 
equally inferior. This will have the 
effect of greatly increasing con- 
sumer demand for shoes—perhaps 
even doubling it—with the undesir- 
able direction of productive energy 
and resources away from war in- 
dustries into the manufacture of 
civilian shoes. Such cuts in quality 
were familiar in World War I, and 
there is some evidence that they 
are beginning to occur at the present 
time in several lines of consumables, 
particularly in clothing, textiles, 
and mechanical goods. If this tend- 
ency is to be curbed and the public 
not to suffer extensively, the gov- 
ernment will have to step in and 
institute some measure of control, 
probably by enforcing the use of 
standards and grading. This also 
seems to be an opportune time to 
extend the system of informative 
labeling to all lines of consumer 
goods in which it is practicable. 
The final phase of limiting con- 
sumption to the level dictated by 
military necessity is rationing. Ra- 
tioning is resorted to only when 
there is an acute shortage or 
threatened shortage in the supply 
of consumer goods, caused either by 
a complete severance from the 
source of raw materials or by the 
need of those raw materials for 
defense purposes. If battles are 
being fought in countries that nor- 
mally supply these materials, or if 
transportation systems are disrupted 
because of military operations, we 


can expect an almost complete ces- 
sation of supplies and a drastic 
curtailment in the production of 
consumer goods derived from these 
materials. 

Rationing may be accomplished 
in two ways—first, by limiting total 
expenditures; second, by rationing 
specific commodities. Because of ad- 
ministrative complexities, the for- 
mer method has not been received 
with much favor. When limitation 
of supplies has made it necessary, 
direct rationing of specific com- 
modities has been resorted to, but 
with indifferent results. When ra- 
tioning is adopted in one market, if 
similar measures are not taken in 
related markets crises may occur in 
those markets. This is particularly 
true if substitute and complemen- 
tary goods are involved, such as 
sugar and other forms of sweeten- 
ing, or automobiles and tires. 

Furthermore, priority and ration- 
ing systems frequently result in 
much waste. Potential buyers, 
alarmed by possible deficiencies, ex- 
aggerate their needs. Available 
supplies may completely disappear 
when there is hoarding by both 
consumers and middlemen. In order 
to succeed, a rationing program 
must be clearly related to the mone- 
tary and fiscal programs and strin- 
gent measures for the control of 
hoarding and evasion must be put in 
force. 

Having sketched briefly here the 
influence of war efforts upon con- 
sumer life, it remains to demon- 
strate what consumers can do indi- 
vidually and collectively to further 
the “all out” defense program. In 
December, 1941, Miss Elliott pro- 


14_ OPINION AND COMMENT 


posed a consumer pledge for total 
defense. This pledge stressed three 
points of conduct on the part of the 
individual, namely, (1) buying care- 
fully, (2) taking good care of goods 
already owned, and (3) wasting 
nothing. Just what does each of 
these points include? What inter- 
pretations and amplifications can be 
put upon each of them? 

The first pledge—to buy carefully 
—might include any number of in- 
junctions. The consumer is warned 
here to be on guard against the 
lowering of quality in articles on the 
market. Sometimes such deteriora- 
tion in quality may be disguised as 
in the case of the shoes previously 
mentioned. The consumer may be 
of great help in providing for his 
own protection by insisting on in- 
formation about the goods he is 
buying through labeling, well in- 
formed salespeople, and informative 
advertising. If the consumer will 
consistently make use of govern- 
ment grades wherever possible, he 
will do much toward eliminating 
waste in unnecessary variety and 
duplication. The consumer is also 
counseled to buy normally—not to 
hoard or speculate—and to question 
what appear to be undue price 
increases. 


The second pledge—to take care 
of what one already possesses—is © 
aimed at the inherent recklessness 
and carelessness of American people. 
The life of most goods can be pro-— 
longed many times if such simple 
things as laundering directions and 
manufacturer’s instructions as to 
use and care of articles are observed. 

The third pledge—to waste noth- 
ing—might be expanded to include 
learning about substitutes and using 
them to further the dual aim of 
saving the individual’s money and 
conserving strategic supplies. With 
planning and foresight, consumers 
can make better use of services 
available. As an example, consum- 
ers could make savings and mini- 
mize congestion in transportation 
and storage facilities if they would 
plan ahead to purchase their coal 
supply in advance of the winter 
rush. 

Finally, consumers might be given 
the general advice to believe in the 
nation’s capacity to produce what — 
consumers need, to support all 
efforts to get idle resources into 
use, to cooperate with fellow con- 
sumers, and to support and use gov- 
ernment agencies set up to help 
consumers. 
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STORICALLY, the trading inter- 
H ests of United States citizens 

rank among the earliest fac- 
tors involved in our national 
interest in Latin America. The pur- 
pose of this article is to examine 
the changes in our trade with Latin 
America over a period of years, 
noting both how our share of that 
trade has changed and what com- 
modities are its chief components. 
The discussion will be confined to 
trade relations between the United 
States and Latin America, ex- 
cluding any study of their relative 
position in the world markets as 
competing sources of the same 
commodities. 

It should be observed, at the start, 
that in making comparisons of in- 
ternational movements of trade, dif- 
ficulties arise as to (1) changing 
prices, and (2) diverse monetary 
units. For the purposes of this 
study, data presented by either the 
United States Bureau of Foreign 
and Domestic Commerce or the 
Statistical Division of the Pan- 
American Union serve as the basis 
of all quantitative or comparative 
analyses which follow, unless other 
references are given. 

United States trade with Latin 
America was in a strong position 
throughout the first half of the 
nineteenth century. During and 
after the Civil War, however, 
ground was lost in the contest with 
Great Britain, France, Germany, 


and, to a lesser extent, Italy. Alarm 
over our decreasing share of trade 
with Latin America was directly 
responsible for the sending of a 
commercial mission to tour the area 
in the middle eighties. A statistical 
summary of the trade during the 
latter part of the nineteenth century 
shows that in 1865 the United States 
sent to Latin America goods valued 
at $80,176,000 and received imports 
from the area worth $66,280,000. By 
1890 the value of our exports to 
Latin America was $90,532,000 and 
that of imports from the area 
$198,754,000. 

During 1913, the last year before 
World War I, one-fourth of all 
Latin American imports, valued at 
$1,321,861,000, originated in the 
United States. This country was 
also a good customer of our neigh- 
bors to the south, taking $1,552,- 
751,000 worth of their exports, or 
30.8 per cent. A comparison of 
these proportions might lead to the 
assumption that since we were re- 
ceiving more goods than we were 
sending, our balance of trade with 
the area was “unfavorable,” but 
such an opinion does not seem 
justified from an economic point of 
view. 

One obvious comment may be 
that because we trade with the en- 
tire world, no accounting with one 
area can be complete. By way of 
illustration, the balance of a busi- 
ness concern would not be regarded 
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as “unfavorable” because the ac- 
count with the coal company sup- 
plying fuel showed a net outflow of 
money payments. Furthermore, it 
may be necessary to include in the 
final balancing of accounts—before 
drawing an “unfavorable” conclu- 
sion—a reckoning of capital-account 
movements, and other transactions 
often referred to as “invisible” 
items. Surely, a stockholder in the 


United States Steel Corporation 
would be pleased to see United 
States Steel “export” (i.e., sell) 


more steel. The same would be true 
of a shareholder in a Chilean nitrate 
corporation, although in the latter 
case the product has to create for 
him, if he lives in the United States, 
something which can be converted 
from Chilean money into United 
States dollars. One way to do this 
is to sell nitrate in the United 
States, that is, build up an “un- 
favorable” balance, although to the 
shareholder the result would be the 
same if the nitrate, or any other 
Chilean goods, were sold anywhere 
outside his country. 

One more observation seems de- 
sirable before examining the trend 
of trade after 1913. That is the fact 
that the exports of the Latin Ameri- 
can countries are in reality the 
source from which springs their 
purchasing power to take goods 
from the United States. Foreign 
exporters receive payment which is 
either in the form of United States 
purchasing power (1.e., dollar ex- 
change) or in a form which can be 
converted into dollars. Thus, the 
more Latin Americans sell, the 
more they, or others, are able to 
buy from us. Imports, then, beget 
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exports, and our export trade de- 
pends upon our willingness to in-— 


crease the volume of trade, imports 
as well as exports. 

Continuing our consideration of 
the trend of trade, we find that for 
the period 1913-1919, both the value 
and the volume of Latin American 
exports at first fell (1914), and then 
rose well above the 1913 figures. 


rads 


By 1919, there had been a 100 per | 


cent increase in value over 1913. | 
its | 


The United States increased 
share of these exports from 31 per 


cent to 45 per cent; the peak, which | 
was reached in 1917, was more than | 


50 per cent. 

Imports by Latin America 
creased less than did exports, and 
the change started later. Until 1917 


in-"| 


imports were less than in 1913, but | 
from that year through 1919 so | 
great an increase occurred that at | 


the end of the period imports were 


50 per cent greater than in 1913. | 


Imports from the United States de- 


clined in 1914, but from then on } 


increased. By 1919 there had been 
a 200 per cent increase over the 
1913 figures. The share of the 
United States in the trade was one- 
fourth in 1913, and more than one- 
half in 1919. 

After World War I, trade with 
Latin America increased until the 
year 1929. In that year the total of 
imports: from those countries was 
nearly $214 billions, and our exports 
to them had expanded to just short 
of $3 billions. Although a large 
expansion in dollar amounts had 
occurred, our relative position in 
Latin American markets was not so 
strong as in the War years. We 
were supplying only 38.4 per cent 
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of their imports and taking 33.9 
per cent of their exports. 

Generalizations about so large a 
trade area as this are likely to lead 
to misunderstanding. The actual sit- 
uation can be shown much more 
clearly if the Northern and South- 
ern groups of Latin American re- 
publics are treated separately. The 
Northern group includes Mexico, 
Guatemala, Salvador, Honduras, 
Nicaragua, Costa Rica, Panama, 
Cuba, Dominican Republic, and 
Haiti. The Southern group consists 
of the ten republics situated on the 
continent of South America. 

For the Northern group, 62.1 per 
cent of all their imports were pur- 
chased in the United States, whereas 
the Southern group bought only 31.4 
per cent of their total in this 
country. The difference in export 
figures is even more striking, 62.4 
per cent for the Northern group, 
and 24.9 per cent for the Southern 
republics. In the case of the North- 
ern group this position has remained 
fairly stable during recent years. 
Figures for 1938—the last full year 
before the present war—show that 
the United States sold 60.6 per cent 
of all foreign goods purchased by 
these countries and took 67.9 per 
cent of their total exports. 

The variation in the trade of the 
Southern group with the United 
States offers a decided contrast to 
the above percentages. In 1936 this 
zroup was purchasing only 22.5 per 
cent of its imports in the United 
States, and the figure had risen to 
Bnly 27.3 per cent by 1938. The 
principal compensatory change in 
the data seems to have occurred in 
trade with Germany; that country 


accounted for 11.6 per cent of the 
total of imports into the Southern 
group of republics in 1929, but by 
1938 its share had increased to 17.5 
per cent. It might also be noted 
that the United Kingdom’s share of 
their import trade had been approxi- 
mately 17 per cent in both 1929 and 
1936, but by 1938 had fallen to 13.8 
per cent. 

These same three nations were 
also involved in the changed desti- 
nation of exports. The share of the 
United States in the export trade 
of the Southern group had been 
reduced to 20.3 per cent by 1938, 
and the United Kingdom had also 
lost some ground. In contrast, 
Germany’s share (only 8.4 per cent 
in 1929) had showed a _ steady 
growth throughout the years 1936- 
38, reaching 11.7 per cent in the 
last year of the period. It seems 
evident that during these years 
Germany had greatly strengthened 
her position both as a source of 
supply for the Southern group and 
as a customer of theirs, and that 
she had done so by displacing the 
United States in both capacities. 

One factor which trade with both 
these groups had in common was 
that the value of both exports and 
imports during this period of the 
late thirties was considerably be- 
low that for the year 1929. The 
total of all Latin American exports 
in 1938 was $1,758 millions and im- 
ports amounted to $1,374 millions. 
Trade with the United States in 
that year accounted for $485 mil- 
lions in exports and $564 millions 
of imports. In short, the dollar 
value of such trade in 1938 was 
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TABLE I 
Latin AMERICAN TRADE WITH THE UNITED StaTEs, 1937-1939 


(millions of dollars) 


1937 


Per- 
centage 
to 1936 


Value 


Exports to United States 


Northern Republics....... $283.0 119 


Southern Republics....... 422.0 145 
Imports from United States 

Northern Republics....... SPAN cit 123 

Southern Republics....... 318.4 156 


Value 


1938 1939 Jan.-Aug., 1939 
Per- Per- Per- 
centage| Value jcentage| Value |centage 
to 1937 to 1938 to 1938* 
$222.7 79 $231.5 104 | $157.5 96 
262.6 62 317.3 121 191.0 112 
264.4 82 304.0 115 180.0 103 
299.7 94 329.4 110 187.8 93 


Source: Adapted from data prepared by United States Bureau of Foreign and Domestic Commerce. 


*Jan.-Aug., 1938. 


approximately one half the 1929 
figures. 

It should be observed, however, 
that the year 1938 was the worst of 
the three-year period, 1937-39, so 
far as commerce with the United 
States was concerned. Table I in- 
dicates both the dollar value of 
trade and its percentage to that for 
the preceding year. These figures 
are shown separately for the North- 
ern and Southern groups, for both 
exports and imports. 

The only further comment con- 
cerning the analysis will be to note 
that figures for the first eight 
months of 1939 are shown, as well 
as those for the entire year. Be- 
cause of the outbreak of war in 
September, 1939, these January- 
August figures may be more signifi- 
cant than those for the entire year. 

In examining our trade relations, 
we are interested not only in the 
totals of what we buy from, and 
sell to, Latin America, but also in 
the particular products involved. 


Analysis of the products entering 
this trade discloses the fact that of 
all Latin American exports in 1938, 
approximately 55 per cent consisted 
of petroleum, coffee, meats, sugar, 
and copper. If we add to these five 
commodities only fifteen others (see 
Table II), more than 88 per cent 
of the total is accounted for. 

The figures for our share of 
petroleum and copper should prob- 
ably be adjusted. The bulk of Latin 
American petroleum exports in 1938 
went from Venezuela to the Neth- 
erlands West Indies, and from there 
was re-exported to the United States, 
the United Kingdom, and the Neth- 
erlands. Thus, if ultimate destina- 
tion is taken into account, the United 
States share amounts to 30 per cent. 
A correction should be made for 
copper, because practically all of 
this metal which was exported from 
Latin America and came to this 
country was re-exported after refin- 
ing. Thus, the 35 per cent shown 
is a much larger proportion than 


| 
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TABLE II 


Exports oF 20 Leapinc Commopiries From 20 Repusiics or Latin America (1938) 
(thousands of dollars) 


Exports 
Commodity 
Total fe United ean 

ota F ni ates 
; United States to Total 
Peecleum Pies Cla vetane ca esVaterae lec tuetst seve ern acacia hon Srey aoe $317,361 $ 36,807 12 
VSG 2 Sete ne ac CORIO Tre Engr a aS 233,501 133,533 57 
MREPEL Segoe reels teks are oi ae G80 eel Sle agunter mmm ote bares 124,137 5,748 5 
a cn Ie nC ee 115,704 83,382 72 
REO TIG LEB ety ttc sees Seed ote area igen tattoae ee arckeae 106,659 36,860 35 
0 THE oR Has Gre een ee eee en On BE Seen nn nee 92,187 7,140 8 
BREN tee one Miers heap rae faces aibiae eS CR AES 76,535 1,580 2 
Metals (except copper and tin).............-... 73,066 30,781 42 
PREPS U ANU SINS een. oh aceon mrt ieee 62,539 14,941 24 
RULEA UP Mer ent Ate RL Sa et ran Sek ec a ae OL438) * vii A Sere ie 
ESCO Ten ie. eh s a cio nian oe aarti iene 59,572 15,348 26 
RAPPORT 15s sk SE conse a) oc ve sierd he hs cne cho Wl craton vag bye 59,299" AS hee ie 
BES rESCAR CG OIG, CEC. Py one. dsesete sic a asches duets es 37,739 19,649 $2 
sereals (except wheat, eorn, linseed). i. 6 sce ns 32,059 1,192 4 
SUSE? fics Hae CoR ae SE ace Seen ea ee 31,478 12,591 40 
RMR ERA AS MEY aiiat se vase) ote Ryans (nd eirapis Sal x Piles cleus Gigs Yonah 28,139 22,249 79 
CP STE ee iis cticia Rebates utes Wickes Ginn Hoe beret wate 24,793 401 be 
ESTO USW OOGSR oc ilerars ate wicvic airs, 3 Ra cusnsl areca ree 21,705 5,087 23 
OAM ct aside cot pie aici svansie rely a: cidosere v.spera si eewe siti 21,672 14,464 67 
rer oM ee het Oli saree isc oe NG AL era ad; 9,069 5,640 62 

Source: Department of Commerce. 

f 
ictually came to the United States from sources other than Latin 
iS a permanent market. America. 
_ Venezuela has already been noted Further investigation discloses 


is the chief source of the petroleum 
xports. Chile supplies 76 per cent 
9f the copper; when the 13 per 
‘ent contributed by Peru is added, 
his West Coast area accounts for 
39 per cent of the total. Chile is 
ilso the sole source of the nitrate 
xports from Latin America. 

Brazil supplies 57 per cent of the 
offee and 57 per cent of the cocoa 
vhich is exported by Latin America 
o the United States. She is also 
he source of 71 per cent of the nuts, 
vaxes, and oils thus exported, 
hough it should be noted that the 
Jnited States obtains 83 per cent 
f her imports of these commodities 


that several of the other commodi- 
ties listed in Table II are produced 
chiefly in the Southern group. 
Among them are some of which the 
United States takes a significant 
share of the exports, namely, hides 
and skins, linseed, nitrate, and forest 
products. Of the products exported 
chiefly to other areas, some (meats, 
cereals, wool, cotton, tin, corn, and 
wheat) also originate largely in 
South America. Corn and wheat 
may be dismissed as of no signifi- 
cance in Latin American export 
trade to the United States. Meats, 
cereals, and wool are produced 
chiefly in Argentina, but go largely 


to European markets. Brazil sup- 
plies most of the cotton (70 per 
cent), but Peruvian cotton (18 
per cent) is of a long-staple variety 
which can be substituted for the 
Egyptian product. Bolivia accounts 
for 95 per cent of the tin exported 
from Latin America, but, as may be 
noted in Table II, only 2 per cent 
comes directly to the United States. 
Ninety per cent of the tin imported 
by us has come from British Malaya 
and the Netherlands East Indies. 
One reason is that since 1923 the 
United States has had no tin smelt- 
ing industry; at present, however, 
a smelter which will process Bo- 
livian ore is being constructed in 
Texas. Also, there seemed to be no 
necessity for disturbing British and 
Dutch control of the tin industry. 
Mexico, Central America, and the 
West Indies are the chief sources of 
sugar, metals other than copper and 
tin, and bananas. These accounted 
for nearly 90 per cent of the value 
of all exports from this area in 
1938. The principal metals included 
in the above category are lead, 
tungsten, antimony, manganese, 
chrome, zinc, and platinum, all of 
which, it may be noted, are on the 
list of strategic or critical materials. 
The amount of rubber exported from 
Latin America in 1938 was negligi- 
ble, only 2 per cent of world supply. 
Latin American imports in 1938 
totaled $1,374 millions. Products 
coming from the United States ac- 
counted for $448 millions, or 32.6 
per cent of the total. However, it 
is important to note that Germany 
supplied 15.3 per cent, and the rest 
of Europe, 30.1 per cent. Thus, the 
area depended upon Europe for 46 
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per cent of the total imports, or 
$632 millions. 

A breakdown of the import trad 
shows that the Southern group too 
nearly $1,112 millions, or approxi- 
mately four-fifths of the total. Ini 
this area the United States position, 
was relatively weak, since less than} 
25 per cent of the imports came: 
from the United States. On the 
other hand, the Northern group de- 
pended upon the United States for 
more than 60 per cent of their total) 
foreign purchases of $262 millions. 
It is natural to expect the import 
trade over such a wide area to in- 
clude a great variety of commodities, 
The amazing characteristic, how-} 
ever, is the fact that for the entire 
Latin American trading area 9 com- 
modity groups accounted for | 
than 70 per cent of total imports inj 
1938. Ranked in order of their dollar’ 
value, these were: (1) machinery;| 
(2) foods and beverages; (3) irom 
and steel, and manufactures thereof; 
(4) cotton and cotton goods; (5) pe- 
troleum products; (6) chemicals and! 
pharmaceuticals; (7) automobiles 
and other vehicles; (8) paper pulp, 
and paper products; (9) metals, 
other than iron and steel. 

The United States is represented 
in all of these groups. Machinery, 
vehicles, metals and their manufac- 
tures are of especial significance in 
the Latin American imports from 
this country. In 1938 they accounted 
for nearly 55 per cent ($266 mil- 
lions) of the total value of mer- 
chandise sent from the United States 
to the area. This may appropriately 
be compared with the nature of 
Latin American exports to our 
country. Of all these, in 1938, ap- 


yroximately 62 per cent ($276 mil- 
ions) was in the group of vegetable 
‘ood products and beverages (mostly 
coffee, sugar, bananas, cocoa, and 
nolasses). 

In the foregoing description at- 
ention has been directed largely to 
he proportion and type of Latin 
American exports and imports ac- 
sounted for by trade with the United 
States. If the Latin American share 
sf our export and import trade bs 
sonsidered, Latin America took, 
1938, slightly less than one-sixth AE 
United States exports, and accounted 
‘or nearly one-fourth of the imports 
for consumption. In the same year, 
the United States took over 31 per 
sent of Latin American exports and 
supplied over one-third of all the 
mports. This seems to indicate that 
ny interference with this trade 
night injure the Latin American 
jations more than it would the 
United States, but clearly any 
shrinkage in trade will cause loss 
of purchasing power and a conse- 
juent lowering of the standards of 
iving in both areas. 

Since the United States is now in 
World War II, a final statement of 
he trend of Latin American trade 
juring World War I, as well as 
the most recent figures on current 
rade, seems appropriate. It will be 
‘ecalled that during the former war 
he total value of Latin American 
mports and exports increased and 
he share of the United States in 
atin American trade also increased. 

Current developments are some- 
what similar. The export pattern 
liffers in the fact that Latin Ameri- 
“an exports rose at once after Sep- 
ember, 1939, but fell off slightly in 
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1940. The preliminary figure for 
the latter year is $1,719 millions. 
The United States enjoys an increas- 
ing share of the trade, taking in 
1940 almost 43 per cent of the total, 
as compared with less than one- 
third in 1938. Imports have shown 
a decline, as in the early period of 
World War I, dropping to $1,177 
millions in 1940. Here again trade 
with the United States assumes in- 
creasing importance, having already 
reached 53 per cent of the total for 
that year. 

Certain essential differences be- 
tween present conditions and those 
existing in 1914 should be noted, 
however. First, the volume of world 
trade is less than in 1914, and the 
economy of several areas has 
altered. Second, the United States 
is now a mature creditor nation, and 
has acquired the bulk of the world 
gold supply. Third, Latin America 
is more important in the trade of 
the United States today than in 
1914. Finally, world markets before 
the outbreak of World War II were 
restricted far more by government 
controls than was the case in 1914. 

If, as seems likely, Latin Ameri- 
can trade with the United States is 
to become increasingly important to 
both areas during this war, it would 
certainly be advantageous to try to 
avoid having to make the same re- 
adjustments which were necessary 
after 1918. The proposals for gen- 
eral relaxation of trading restric- 
tions, and the pooling of hemisphere 
resources, advanced at the recent 
Pan-American Conference, should 
surely be regarded as steps in the 
right direction. 
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Rom colonial times to the pres- 
Re the United States has 
participated in eleven signifi- 
cant declared wars, in addition to 
two undeclared sea wars and count- 
less Indian affairs. We are con- 
cerned here only with wars impor- 
tant enough to merit a declaration 
of hostilities. Six of them took place 
over a century ago: 
King William’s War, 1689-97 
Queen Anne’s War, 1702-13 
King George’s War, 1744-48 
The French and Indian War, 
1754-63 
The American Revolution, 1776- 
83 
The War of 1812, June, 1812- 
December, 1814 


The first four named were only the 
American counterparts of almost 
world-wide struggles between Eng- 
land and France, but the Colonies, 
especially those of New England, 
took an active part in them. The 
six wars lasted an average of 7 
years. It is significant in this con- 
nection that they all took place 
before the industrial revolution had 
begun in America or was very far 
under way in Great Britain. Mak- 
ing war is also an industry, and 
when destruction and killing are 
done by hand or with relatively 
simple equipment, the task of anni- 
hilating the enemy is bound to take 
more time. 

Since the middle of the 19th cen- 


tury five more American wars hav 
occurred, namely: 


The Mexican War, May, 1846- 
February, 1848 

The Civil War, April, 1861- 
April, 1865 

The Spanish- American War, 
April, 1898-December, 1898 | 

World War I, April, 1917-June,) 
1919 

World War II, December, 1941-| 


By this time the industrial revolu-} 
tion was well under way. The fout| 
wars immediately preceding the pres-} 
ent one lasted an average of only} 
2 years. Now that killing andl 
destruction were done by machine} 
methods the gruesome business was} 
accomplished with more dispatch. 
And if we look at the seven major 
European wars of the same period, 
namely, the Crimean War, the three 
wars by which Prussia founded the 
new state of Germany, the Turco- 
Russian war, the Boer war, the Rus- 
so-Japanese war, the two Balkan 
wars preceding World War I, and 
World War I, we find that their 
average length also was 2 years. 
Thus, we may conclude that wars 
in the last century involving Europe 
and North America have averaged 
2 years in duration. They have 
ranged in length from 10 months to 
4 years in America and from 6 
weeks to 414 years in Europe. But 
in the case of conflicts between 
major rivals, 3 years has been the 
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more customary duration, and it is 
notable that no major war since the 
days of Napoleon has lasted over 
414 years. 

The thoughtful reader may ob- 
ject, however, that this sample of 
wars is very small in number. The 
objection is well taken, but for- 
tunately these are all the wars that 
mankind has provided. As in the 
analysis of business cycles, only 
meager data are available. It may 
also be objected that the present 
conflict is more comparable to the 
Napoleonic wars or to World War 
I; this is also true. The earlier of 
these lasted some 21 years with only 
momentary breathing spells; the 
second and more industrialized war 
lasted 414 years. These figures sug- 
vest that even world wars were 
becoming shorter. Additional rea- 
son for believing that the present 
war will not be a long one may be 
found in the fact that Germany has 
been on a partial war footing since 
Hitler came to power, that Italy 
fought Ethiopia in 1935, and that 
Japan has been engaged in China 
for more than 4 years before the 
attack on Pearl Harbor. However, 
hostilities are more apt to be of 
short duration in places like western 
Europe, where modern equipment 
san be employed. Under conditions 
of extreme cold, such as prevail in 
Russia, or in tropical jungles where 
ighting is more on a hand-to-hand 
basis, they are likely to require more 
ime. 

Some generalizations with regard 
0 the frequency of American wars 
nay also be of interest. Since the 
American Revolution, we have for- 
mulated the policies that led to our 


» 


wars and have taken part in seven 
major and minor wars. Those 
against major rivals like England, 
Germany, or the Confederacy have 
lasted longer and the intervals of 
peace succeeding them have been 
longer—usually 30 years, or one 
generation. The periods of peace 
after the Mexican War and the 
Spanish-American War were only 
13 and 19 years, respectively. Again, 
when a war was fought on our own 
soil, more time elapsed before we 
engaged in another. The American 
Revolution, the War of 1812, and 
the Civil War were fought here; 
the Mexican War, the Spanish- 
American War, and World War I 
were waged abroad. The periods of 
peace following wars fought here 
average 31 years; the periods of 
peace after wars fought abroad 
average 18 years. However, the 
application of this generalization 
may be vitiated by the fact that in 
the future the United States must 
almost certainly play a more domi- 
nant role in keeping peace in an 
ever smaller world. 

American war aims have altered 
in the last two and one-half cen- 
turies, and it seems that our motives 
have become more honorable. No 
doubt the economic one is still the 
most powerful fundamentally, but 
there appears nonetheless to be 
more of a leaven of idealism, which 
is cause for satisfaction. Let us 
look ever so briefly at the main 
causes of American wars. 

The four colonial struggles in- 
volved us because the American 
colonies were part of the British 
Empire, which was at that time 
fighting the French Empire in 
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Europe, America, and Asia for con- 
trol of the undeveloped areas of the 
world. Our colonial ancestors par- 
ticipated enthusiastically only when 
protection of their homes against 
attacks by parties of French and 
Indians was involved. Most of the 
time the Colonies contented them- 
selves with doing as little as pos- 
sible, and it is significant that three 
of the wars were known by the 
name of the English monarchs 
under whose reigns they took place 
—they were regarded to a consid- 
erable extent as the sovereign’s 
affair. Imperialistic rivalry was the 
chief issue. 

The American Revolution was 
fought to regain and enlarge the 
political and economic liberties the 
Colonies had enjoyed before George 
III came to the throne and his 
ministers tried to pass some of the 
costs of earlier wars to them. Ap- 
proximately one-third of the popu- 
lace favored independence; one- 
third were loyal to the king; and 
one-third were indifferent. The 
“patriots” were less wealthy than 
the Tories whom they frequently 
plundered. The conflict was in no 
sense a unanimous uprising against 
Great Britain; in fact, talk of “in- 
dependence” was almost taboo for a 
year after the Battle of Lexington 
and Concord. 

Equally unpopular was the next 
war with England, and it is not one 
in which we may take much pride. 
There were numerous instances of 
American sailors being impressed 
and American ships and cargoes 
seized and hauled into British ports 
where they were declared contra- 
band, but it is noteworthy that 


despite these affronts the mercantile: 
sections of the country were op-) 
posed to the war. It was the land-. 
hungry elements of the West and) 
South—the so-called “War Hawks” |} 
—who had visions of acquiring |} 
Canada and Florida while England} 
and her allies were otherwise en-|| 
gaged. War was declared by the 
unimpressive vote of 19 to 13 in the}} 
Senate, 79 to 49 in the House. “Mr. |}} 
Madison’s War,” as it was called, \\k 
was particularly disliked in New} 
England, where there was consid-|| 
erable talk of secession from the) 
Union. When the Treaty of Ghent |} 
was signed it contained no mention | 
of impressment of sailors. 

Only a little less imperialistic was 
the War with Mexico, which was || 
precipitated when independent |} 
Texas decided to join the Union, to}, 
the extreme annoyance of Mexico }} 
from whom she had won her own || 
independence several years before. || 
By the treaty of peace, this country |! 
virtually forced Mexico to sell us |} 
large portions of the Southwest |! 
which she had refused to sell pre- |} 
viously. Many persons in the North | 
regretted these territorial acquisi- 
tions, which could only enhance the | 
political strength of the South. The 
suggestion in Congress in 1846 by | 
David Wilmot of Pennsylvania that |) 
slaves be excluded from the new || 
territories accentuated sectional 
feelings. | 

The Civil War may be set down |, 
as partly imperialistic and partly an 
attempt to defend a way of life. It | 
was imperialistic in the sense that 
the South desired to secede because 
she was about to be denied the use | 
of slaves in the territories, and in | 
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he sense that the North fought to 
meserve the Union and her newly 
.cquired control of it. It was a war 
o defend or impose a more demo- 
atic way of life in the sense that 
housands of abolitionists and negro 
ympathizers fought to free the 
laves and eventually succeeded. But 
his war also was often unpopular. 
Nhen a draft law was put into 
ffect in New York in 1863, thou- 
ands rioted and vented their anger 
yy hanging some of the handiest 
legroes. So badly was the war 
roing at one time in 1864, and so 
trong was the peace faction, that 
-resident Lincoln had grave doubts 
vhether he would be reelected. 
Likewise the Spanish - American 
var was fought partly for imperial- 
stic motives and also to defend a 
vay of life. Powerful American 
ugar interests in Cuba desired a 
nore peaceful administration than 
ypain was providing and worked to 
hat end. A circulation rivalry in 
New York between the Hearst and 
-ulitzer newspapers caused the 
candals of Spanish cruelties in 
tuba to be magnified and inflamed 
\merican public opinion against 
ypanish colonial administration. At 
he close of the war the United 
tates kept Porto Rico, Guam, and 
he Philippines, and granted Cuba 
artial independence, thus acquir- 
ig overseas dominions along with 
ther imperialistic nations of the 
yorld. The war itself was not un- 
opular and came as near to being 
holiday as any in which we ever 
90k part. 

From the American viewpoint, 
Vorld War I may be interpreted 
s almost entirely a war to defend a 


way of life—the democratic way of 
life. It is true that England and 
Germany clashed because of com- 
mercial rivalries, Austria and Rus- 
sia because of imperialistic rivalries 
in the Balkans, but this country 
entered largely because of fear of 
German domination in world affairs. 
It was naively but genuinely re- 
garded as a war to end wars and a 
war to make the world safe for 
democracy. After it was over we 
took no territorial spoils and were 
frankly disgusted at the quarrels of 
our allies. We would have nothing 
to do with preserving the peace we 
had helped to win and withdrew 
into our hemispheric shell. 

Perhaps it is still too early for an 
impartial examination of our mo- 
tives in participating in World War 
II. American, English, French, and 
Dutch ownership of a vast portion 
of the world’s resources aroused the 
envy of latecomers to the imperial- 
istic table like Germany, Italy, and 
Japan; high tariffs made it diffi- 
cult for the Axis countries to sell 
goods abroad and thus obtain 
credits with which to buy from 
foreign nations; their economic 
situation became worse and their 
political envy more acute because 
of the great depression. Lacking 
“backward peoples’ to _ colonize, 
Germany and Italy and Japan com- 
menced absorbing their weaker 
neighbors. Americans resented their 
brutal methods and their low inter- 
national morals which made any sort 
of agreement with them worthless. 
The complete conquest of Czecho- 
Slovakia a few months after the 
Munich agreement destroyed all con- 
fidence in their promises, and after 
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England and France declared war on 
Germany it was only a matter of 
time before we would be drawn in. 
But the treacherous Pearl Harbor 
episode served to unite the nation to 
a greater extent than could pre- 
viously have been imagined. Only 
one member of Congress, a woman 
pacifist, voted against war with 
Japan after that occurrence; the 
America First Committee disbanded, 
Opposition papers changed their 
tune, and leading opponents of Ad- 
ministration policy offered their 
services to the government. 

In summary, then, our 18th cen- 
tury wars, except for the Revolu- 
tion, were imperialistic; our 19th 
century wars were largely so, but 
idealism was becoming more im- 
portant; and our 20th century wars 
have been primarily in defense of 
an ideal. To fight for a mere rubber 
supply today would be futile and 
unimaginative indeed, for within a 
few years our synthetic rubber out- 
put will materially supplement the 
natural sources. 

Another general observation with 
regard to the wars in which we 
have taken part is that the nation 
that is farther advanced industrially 
usually emerges as victor. This 
country was obviously stronger than 
Mexico or Spain; at the time of the 
Civil War, the North was indus- 
trialized and the South agricultural; 
and in World War I the combined 
industrial power of England, France, 
the United States, and others was 
too great for Germany, Austria, and 
their satellites. In World War II 
American ability to build the ma- 
chines which win modern wars 
should turn the tide of battle in the 


end. According to an article in the |} 


February, 1940, Fortune, developed 


electrical and mineral energy in this || 
country provides every man, woman, |} 


and child with the equivalent of 153 


energy slaves, against which Eng- |} 


land had 41 before the war, France 


35, Germany 27, Italy 25, Russia 11, |} 
Japan 4, and China 4. Surely, if we || 
direct this energy wisely, victory || 
should be ours. But our war history |} 


teaches another lesson that it is 
well to remember. 


thusiasm; in both, her lines of com- 


munication were long, and were fre- || 
quently harried by our privateers, | 
and she was fighting on foreign soil. || 
The analogy could hold for Japan | 


today, if the war is pursued half- 
heartedly on our part. 

If a war is not won decisively, 
another may have to be fought. 
Just as most wars contain many 
battles, so also international rivalries 
frequently breed several wars. For 
example, in the 16th century Eng- 
land’s great rival was Spain; in the 
17th century it was Holland, against 
whom three wars were waged; in 
the 18th century it was France, 
whom England fought six times and 
whose overseas empire she acquired 
in large part; in the 19th century 
it was Russia; and in the 20th 
it has. been Germany. Germany 
probably would be able to defeat 
England, but twice she has antag- 
onized the whole English-speaking 
world as well as some of her con- 
tinental neighbors. It is very likely 
that the United States will have to 
fight Germany again and again, and 


England was || 
industrially superior to us both in 
1776 and in 1812, and yet she lost, || 
She fought neither war with en- | 
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\ »erhaps Japan also, if she does not 
iM 


Hlecisively defeat them now. 

} Wars necessarily disturb the even 
tenor of millions of lives and lower 
he standard of living. Thousands 
dand even millions of men are yanked 
irom their peacetime occupations, 
rushed into the army, and taught 
fow to be soldier boys in dozens of 
10t very easy lessons. Millions more 
#vork harder than before in produc- 
ing munitions and supplies or in sat- 
fsfying other war-time needs. This 
ys all done hastily and perhaps not 
0 efficiently as might be desired. 
yAt the same time people are asked 
}:0 pay heavier taxes, buy bonds till 
(t hurts, and often obliged to see the 
jourchasing power of their incomes 
decline. 

War is a destructive business, and 
the engines of destruction them- 
selves have little peacetime value 
and are amazingly expensive. Big 
bombers cost $250,000; one of them 
is worth a mile of parked cars. 
Think of that the next time you hear 
that a flying fortress has been shot 
down. New destroyers cost $4,000,- 
000; the money to build five of them 
would run this University for two 
years. During both the Civil War 
and World War I roughly one- 
fifth of the national income was 
spent for war purposes; at the 
beginning of this year President 
Roosevelt called for the expendi- 
ture of $59 billions, which is prob- 
ably more than half the national 
income for the coming year. More 
recently the Senate has passed a 
$26.5 billion naval supply bill calling 
for nearly 2,000 combat naval ves- 
sels and about 25,000 airplanes, to 
mention two of the chief items. To 


build all these is the equivalent of 
asking the nation to rebuild the en- 
tire American railroad system, or to 
construct 72 Panama canals. 

The task is tremendous, but sim- 
ilar undertakings have been accom- 
plished in the past. During World 
War I, for example, the Emergency 
Fleet Corporation tripled the num- 
ber of shipways in a year and a 
half, and in the month before the 
Armistice planned 3,116 ships. Parts 
of some of them were prefabricated 
as far west as Kansas and then 
sent east. But all this required or- 
ganization, economy, sacrifice, and 
hard work. The program, then, is 
in two parts. One is increased 
productive effort and the other is 
economy through decreased civilian 
consumption. Let us see what has 
been done along these lines in the 
past. 

The necessity for increased pro- 
ductive effort increased the tempo 
of the industrial revolution. The 
nature of the articles needed has 
also contributed to the change. Wars 
require large quantities of stand- 
ardized equipment. Where factories 
have not existed, they have sprung 
up to satisfy the need; where they 
have existed, more or larger ones 
have appeared. Blanche Hazard, 
historian of the shoe industry in 
New England, has written, “The 
large orders of shoes for the Union 
armies, added to the scarcity of 
labor, caused by the volunteering 
and drafting of soldiers, were addi- 
tional important factors in urging 
the use of machinery in general, 
and in encouraging the trial of the 
McKay machine. During the war, 
the practicability of the McKay 


machine run by steam power was 
demonstrated, and it was widely 
adopted during the late 60’s.” To 
cite another Civil War example: 
Under pressure from the War De- 
partment, the first plants using the 
Bessemer process of making steel 
were set up at Albany by the mak- 
ers of that early type of steel battle- 
ship, the Monitor. Let us now turn 
to World War I for a third example. 
According to Grosvenor Clarkson, 
the army alone in 1918 purchased 
“far more woolen socks than the 
entire normal production of the 
United States, twice as many 
blankets, three times as many part 
leather gloves; it took all the wool 
and alliithe steel.” The fame of 
Bethlehem, Pennsylvania, as a steel 
center was made during World War 
I; it grew in a few years from a 
sleepy town to a thriving city. The 
Aluminum Company of America 
doubled its plant capacity, and the 
American chemical dye industry was 
born. Automobile production was 
greatly stimulated, and the building 
of airplane parts and tractors was 
put on a mass production basis. 
Similar results may be expected in 
World War II; already we have 
seen airplane building put on the 
assembly line and an_ irresistible 
demand created for synthetic rubber. 

Turning now to economy through 
decreased civilian consumption, we 
find equally startling accomplish- 
ments. Prohibition was an  out- 
growth of World War I and there 
was an industrial reason for it— 
the capacity of the distilleries was 
needed to make alcohol for smoke- 
less powder. Other examples of 
plant conversion were carpet facto- 
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ries making blankets, auto factories | 
making airplanes, horseshoe facto- |} 


ries making trench picks, stove 


plants making hand grenades, cor-| 


set factories, which normally wasted 
8,000 tons of fine steel annually, 


making instead masks and belts for || 


army medicos, toy plants making 


packing boxes, pipe organ factories | 


making mosquito nets, electric 


vacuum factories making airplane || 
motors, and rubber goods factories | 
private | 
building contracts were put on a} 
license basis if they involved more | 


making gas masks. All 


than $500 of expenditures. In addi- 


tion to reducing the output of peace- | 
time products, important advances | 


were made in reducing the number 
of styles, varieties, sizes, and finishes 
on many products. Auto tire styles 
were cut from 287 to 32, buggy 
wheels from 232 to 4, and pocket 
knives from 6,000 to 100. And, 
finally, in the matter of food the 
nation’s Food Administrator, Her- 
bert Hoover, urged the people to 
have “Meatless Mondays” 
“Wheatless Wednesdays,” 

them to use more corn and less 
wheat, more fish and beans and less 
meat, more syrups and less sugar, 
and to use no more fats than abso- 
lutely necessary. Fats are morale 
builders, and the lack of them helped 
destroy Germany from within. As 
a result of these economies we were 
able to send three times our peace 
exports of such products to Europe. 
Now again we find ourselves called 
upon to consume less sugar so that 
we may send a supply to our allies 
and also use the shipping space for 
other purposes, and doubtless there 


and | 
asked 


} 
|| 
| 
| 


|| 
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are dozens of other such economies 
soon to come. 

' Lack of time prevents illustrating 
some of the other adjustments called 
forth by a war economy, but the 
fundamental ideas can be indicated. 
Wars interrupt the flow of interna- 
tional trade because of blockades 
and shipping losses, and this neces- 
Sitates producing goods at home 
which ordinarily might be obtained 
from a specializing nation abroad. 
Both the American Revolution and 
the War of 1812 cut us off from our 
chief source of manufactured goods, 
England, and hence stimulated man- 
ufacturing here sooner than it would 
otherwise have appeared. The same 
was true of the South during the 
Civil War. During World War I 
interruptions of trade affected us 
in another way by reviving our most 
important declining industry, agri- 
culture. 

_ Wars also put a great burden on 
the transportation system and in so 
doing point to the need for im- 
provements. In the War of 1812 
the Canadians were successful in 
the West largely because we had 
no efficient way of getting supplies 
over the mountains. As a result of 
this lesson the Cumberland Road 
was built after the war, from the 
highest point of navigation on the 
Potomac to the highest point of 
navigation on the Ohio and then 
extended west. During the Civil 
War the first transcontinental rail- 
road was started to hold California 
against the Confederacy. And the 
lack of adequate railway communi- 
cation in the South was the primary 
cause of food shortages in certain 
sections. Out of World War I came 
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further consolidation of our rail- 
road systems, increased use of auto- 
mobiles, and important advances in 
knowledge of airplanes. It is prob- 
able that World War II will do 
much to make the airplane as com- 
mon and as safe as the automobile 
is today. 

Developments in the labor field 
parallel those of industry. During 
World War I laborers in steel and 
munition plants and many other 
lines of manufacturing, coal miners, 
railroad workers, and even unskilled 
laborers were in great demand and 
therefore received generous wages; 
in fact, their real wages actually in- 
creased, whereas the need for teach- 
ers, ministers, workers in the build- 
ing trades and many white-collar 
occupations fell off and the real 
wages of these workers were greatly 
reduced. Thus it is seen that, 
although labor as a whole suffers 
from war and inflation, certain oc- 
cupations feel their effect much less. 

Two fundamental generalizations 
may be made in regard to the finan- 
cial aspects of war. One is that the 
cost of a war is largely borne by 
the generation that wages it; the 
second is that the warring gener- 
ation has three ways of meeting the 
cost, or, of course, may use any 
combination of the three. These are 
taxation, borrowing, and inflation. 
The statement that the cost of a war 
is not passed on to future gener- 
ations is a startling idea to many. 
If you doubt it, ask yourself who 
will receive the war taxes which are 
to be paid 25 years hence; obviously 
it will be the holders of bonds who 
are being paid off, and both tax- 
payers and bondholders will belong 
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to that future generation; the gov- 
ernment is merely a middleman in 
the transaction. But the statement 
is true only from the viewpoint of 
the generation as a whole, not from 
that of the individuals in it. Further- 
more, future generations do suffer 
in that much capital which would 
otherwise have been inherited by the 
next generation is destroyed or di- 
rected to purposes of little peace- 
time value. You may ask what the 
present generation does get for 
what it spends. The answer is the 
war itself, or rather the protection 
of its families, its homes, and the 
way of life of its children, assuming 
of course that the war is won. 

Of these three ways of paying 
for a war, taxation, borrowing, and 
inflation, taxation is economically 
the most desirable because it dis- 
tributes the burden most fairly. At 
the other extreme, inflation is the 
least desirable because it tends to 
bear hardest on the poor, who are 
least able to stand it. 

Unfortunately our human frailties 
have caused us to depend on these 
measures in reverse order. Since 
taxation takes money from _ our 
pockets beyond recall, we resist it; 
borrowing takes money from us for 
years, but since it may be regained 
we instinctively find borrowing 
somewhat less objectionable; infla- 
tion, which reduces real incomes, 
comes quietly and is at first un- 
noticed. Besides, everyone feels that 
perhaps he will be spared, or can 
hedge against it, or it will not be so 
bad anyway. Nevertheless, we have 
learned a little by experience in past 
wars. Half the cost of the Ameri- 
can Revolution was financed by 
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paper money and very little by wan 
tion; about one-seventh of the Civi 
War cost was financed by inflatio 
and one-fifth by taxation; and one H 
tenth of the cost of World War 
by paper money inflation and one} 
third by taxation. 

However, the huge bond issues off 
World War I were floated throug 
the aid of increases in deposit cur-} 
rency amounting to some $10 bil-} 
lions, and this credit money was na 
subsequently retired. The Civil War 
and World War I saw prices about! 
double. To eliminate the danger of 
credit money inflation this time, the 
commercial banks were forbiddeal 
last June to buy defense bonds and) 
the government has made a strenu-} 
ous effort to sell bonds to the public} 
and raise money by taxes. Com- 
mendable as these efforts are, there 
is reason to fear that resort to} 
paper money or inflation in deposit 
currency will be inevitable as soon| 
as the government actually com- 
mences to spend the huge sums now 
being appropriated. 

Inflation is already making itself 
felt: the cost of living rose 11 per 
cent between June, 1939 and No- 


vember, 1941, and the end is not in 
sight. How great the price rise will 
be depends on how long the war 
lasts. Much also depends, on the 


none too healthy state of our 
finances during the 1930’s, when we 
rolled up a huge national debt, and 
on our greatly increased gold hold- 
ings. A doubling of prices should 
not be surprising. After all our past 
major wars, prices have dropped, 
exhibiting a quick partial decline 
soon after peace, and a longer fall 
to the pre-war level within ten or 
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afteen years. A similar situation 
may result again, although it seems 
ess likely this time. Further de- 
valuation and a higher price level 
is in France and Belgium after 
Norld War I seem more probable. 
' Certain conclusions may be drawn 
with regard to American wars. They 
re becoming shorter, but the annual 
ost of each year of conflict has 
Ewa greater with each war, except 
he Spanish-American war. We en- 
rage sooner or later in all major 
jonflicts in which England takes part 
1nd each time we enter sooner than 
yefore. 

| We are usually poorly prepared 
cor war. This fact may sometime 
prove disastrous to us. War equip- 
nent is becoming increasingly spe- 
tialized and mechanized; gone are 
the days when merchantmen could 
de quickly converted into a navy or 
the family fowling piece used as a 
rifle. The world is becoming smaller; 
channels, mountains, and oceans af- 
ford less protection. The advantage 


gained by preparedness and striking 
first is correspondingly greater. It 
now requires less time to conquer an 
enemy with inferior equipment and 
more time for an unprepared nation 
to supply itself with modern arma- 
ments. Democracies have been 
slow to recognize that an enemy 
with superior arms is unimpressed 
by appeals to reason and lectures on 
the advantages of peace. It is ac- 
cordingly difficult to escape the con- 
clusion that the democracies will be 
defeated in some future war unless 
a community of nations is formed to 
preserve world order. Such a world 
community must possess a police 
force and include the most powerful 
industrial nations of the world. This 
program will be extremely costly 
and it will necessarily involve the 
United States in a leading role, but 
it seems the only safeguard against 
an eventual annihilation of our way 
of life, which after all would be 
far more costly. 


